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htroduction

® New Process Under Resaelution 2150

e Targets to be set by Councilifor FY 2007
budget

e Extensive information and range of choices
being presented to Councill

e Forecasts and estimates are preliminary
@ Many forces driving the budget
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Prelimipnary Economic and
Revenue Outlook

Aggregate Inflation Remains Moderate, but Energy Spike Shows
YOY%: CPI (Olive) and Core PCE (Blue)

D N N O N R
90 95

Sources: BLS, BEA /Haver

City Council Budget Retreat --
October 29; 2005




Preliminary Economic and
Revenue Outlook

Interest Rates

— 6/30/2005
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Prelimipnary Economic and
Revenue Outlook

Higher Oil Prices Taking Increased Share of Consumer Spending
WTI Oil ($/Barrel - Blue) & Gasoline Sales / Total (Decimal - Olive)
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Preliminary Economic and
Revenue Outlook

12-Month Payroll Employment Change Through July 2005
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Prelimipnary Economic and
Revenue Outlook

Annual Escalation of
Existing Home Sale Prices
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Prelimipnary Economic and
Revenue Outlook

Al'l..h Office Vacancy Rates

DI, Select Metro Areas
3rd Quarter 2005
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Prelimipnary Economic and
Revenue Outlook

36-Month Multifamily Market Pipeline

Washington Metro
2003 - 2005

# of Units

- = Condominiums

March Sept. March
2004 2004 2005

. September 30, 2005
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Prelimipnary Economic and
Revenue Outlook

Class A Apartment Vacancy Rate

Washington Metro Area
1998 - 2008

No. VA — Sub. MD Dism'cq

Vacancy Rate
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Prelimipnary Economic and
Revenue Outlook

FY 2006 COMBINED GENERAL FUND
REVENUES, WHERE IT COMES FROM...

Restaurant Food (2.2%) __Transient Lodging
Local Sales (5.3%) (1.7%)

Charges for Services
Non-residential Real (2.6%)

Property (22.0%)
Other Local Taxes (4.1%)
Utility Tax (4.0%)

Other Non-Tax (2.9%)

Business License (5.8%)

Personal Property
(6.9%)
Car Tax Reimbursement
Residential Real (4.8%)
Property (32.2%)

Intergovernmental
(5.5%)
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Prelimipnary Economic and
Revenue Outlook

Share of General Fund Revenue
FY 1991 and FY 2006

Non-tax (6.51%) —

- _
FY 1991 \\\<* Residential Real Property (25.27%)

Other Local Taxes (34.30%)

S “— Commercial Real Property (27.76%)
Intergovernmental (6.15%) —

Non-tax (5.61%)*\

FY 2006

Other Local Taxes (34.77%)

\
\_— Residential Real Property (32.22%)

Intergovernmental (5.45%)4/ \— Commercial Real Property (21.95%)
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dPreliminary Economic and
Revenue Outlook

® 2006 Projected Real Estate Assessments
e Based on 2005 sales and income/expense data

e Mirror national and regional economic and
housing trends

e Residential assessment projections likely close to
final numbers

e Commercial and new construction assessments
represent work in progress

e Assessments will be issued on February 9
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|Prelimipnary Economic and
Revenue Outlook

® 2006 Projected Real Estate
Assessments

e Single Family = +17%
e Condominium = +22%
e Average Residential = 18%
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g@lPreliminary Economic and
Revenue Outlook

® 2006 Projected Real Estate
Assessments

e Apartment = +15%

e Office, Retall, Service = +16%
e Other = +25%

e Average Commercial = +16%
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g@lPreliminary Economic and
Revenue Outlook

® 2006 Projected Real Estate
Assessments

e $500 plus million approx. new growth =

about +1.5%
e Utilities and Other PSC = +8%
e Total Tax Base Increase = +19%
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October 29; 2005




Prelimipnary Economic and
Revenue Outlook

Residential Real Estate Appreciation
Percent Change
1987 to 2006 (est.)
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diPreliminary Economic and
Revenue Outlook

® Targeted Real Estate Tax Relief ($3.3
million)
e In 2005 Relief was provided to

e 966 Seniors and Disabled ($ 2,826 ave.)

e 1,033 AHOP grantees ($518 ave.)
o 252 @ $275
o 308 @ $475
o 473 @ $675
e Program criteria to be reviewed for
expanded tax relief in 2006
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iPrelimipnary Economic and
Revenue Outlook

To leave or n tto leave Iraq?

The 2 Ch‘ange at lasl at Morgan Stanley
E Co no m ISt l::hn HcCaln radical conservative

Viacnrn spllts into two
PAGE 61
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dPreliminary Economic and
Revenue Outlook

® Residential Real Estate
Prognostications

e Fall like a brick?

e Bubble about to burst?
e Tiny bubbles?

e Froth?

e Soft Landing?

e Flatten out?

City Council Budget Retreat --
October 29; 2005




|Prelimipnary Economic and
Revenue Outlook

@ 2007 Projected Real Estate
Assessments

e Higher mortgage interest rates

e Incomes not keeping up with home prices
e Signs of market slowing

e New condos at 5 year supply In pipeline

e Fewer condo conversions

City Council Budget Retreat --
October 29; 2005




diPreliminary Economic and
Revenue Outlook

@ Personal Property Taxes
e Recent state law changes

e Reimbursement capped and may change
% of tax bill relieved

_aw also allows for tiered rates
mpact of law changes to be studied
Decline In car tax base?

City Council Budget Retreat --
October 29; 2005




Prelimipnary Economic and
Revenue Outlook

FY 2006 COMBINED GENERAL FUND
REVENUES, WHERE IT COMES FROM...

Restaurant Food (2.2%) _Transient Lodging
Local Sales (5.3%) (1.7%)

Charges for Services
Non-residential Real (2.6%)

Property (22.0%)
Other Local Taxes (4.1%)
Utility Tax (4.0%)

Other Non-Tax (2.9%)

Business License (5.8%)

Personal Property
(6.9%)
Car Tax Reimbursement
Residential Real (4.8%)
Property (32.2%)

Intergovernmental
(5.5%)
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Fiscal Trends

General Fund
Local and Total Revenue as Percent of Total Personal Income

—=— |Local Revenues —@— Total Revenues
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Fiscal Trends

Sources of General Fund Revenue as Percent of Personal Income
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Fiscal Trends

History of General Fund % of Total Expenditures by Function
FY 2000 to FY 2005

Library

mm Development
Transit

100%

Judicial Admin
Health & Welfare

Cash Capital | Internal Services
O Library
m Comm Dewvelopment

O Transit

, @ Judicial Admin
General Gov't O Health & Welfare
@ Culture & Recreation

O Grant Match

m Debt Senvice

@ Cash Capital

m Public Works
O General Govt
m Public Safety
=@ Education

% of Total Expenditures

Education

2003

Fiscal Year
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Expenditures

$500,000,000 -

$450,000,000

$400,000,000
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$300,000,000
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$0

Fiscal Trends

General Fund Expenditure History by Function
FY 2000 to FY 2005

Library
Comm Development
Transit

W Internal Senvices
@ Library

& Welfare ®m Comm Development
O Transit
@ Judicial Admin
O Health & Welfare
ita! @ Culture & Recreation
cash 28 O Grant Match
m Debt Service
@ Cash Capital
m Public Works
O General Govt
m Public Safety
= Education

General Gov't

Education

2002 2003

Fiscal Years
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Fiscal Trends

Average Annual Percentage Growth FY 2000 to FY 2005
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Fiscal Trends

Schools (ACPS) Share of Operating Budget
FY 2000 to FY 2006

$18,007,17

$140,000,000

$18,551,535
$14,768,845
15,487,750

$120,000,000
$100,000,000 -
$80,000,000
$60,000,000
$40,000,000

$20,000,000

12,247,037
$13,480,982

592,442,489

$0

$12,436,455

$98,797,770

$130,109,7225138,753,138
$121,191,334
$115,329,680
$107,269,189

0 School Share of
CIP Cash Capital
and Debt Senice

@ School Transfer
from General Fund

2002 2003 2004

Fiscal Year
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Fiscal Trends

City and School Share of Budget With CIP Costs Allocated
FY 2000

School Share
33.9%

City Share
66.1%

City and School Share of Budget With CIP Costs Allocate
FY 2006

33.5%

66.5%
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Fiscal Trends

Relative Share of Population Age 5to 17 in Northern Virginia

Region

] 18.1%

] 23.8%

Stafford

Prince William

1 21.9%

Manassas Park

] 21.1%

Manassas

] 21.0%

Loudoun

] 20.1%

Fairfax

] 18.4%

Falls Church

1 17.9%

Fairfax City

] 14.5%

Arlington

] 11.0%

Alexandria

] 10.6%

0.0%

10.0% 15.0% 20.0%
% of Population Age 5to17 from 2000 Census

City Council Budget Retreat --
October 29; 2005




$350,000,000

$300,000,000

$250,000,000

$200,000,000

$150,000,000

Expenditures

$100,000,000

$50,000,000

Fiscal Trends

General Fund Expenditure History Excluding School Transfer
by Type of Expense
FY 2000 to FY 2005

Cash Capital

Fringe

Salaries

2002 2003

Fiscal Years
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Fiscal Trends

General Fund Expenditure History Excluding School Transfer
by Type of Expense
FY 2000 to FY 2005
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Fiscal Trends

Average Annual Percentage Growth FY 2000 to FY 2005
Excluding School Transfer
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Fiscal Trends

Full Time Permanent Positions History 1990 to 2006

O Historic Alexandria

O Housing

@ Clerk of Courts

B Personnel Services

B Affirmative Action, Human Rts. OOW
B Commonwealth's Attorney

B Planning
O Library

Trans & Environ Services O IT Senvices
Sheriff W General Services
—/_/—/—/ O Finance
Human Services O Other

B Rec, Park & Cultural Services

Men. Health, Men. Retard,
Sub Abuse @ Trans & Environ Services
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O Human Services
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IScal Trends

Full Time Permanent City Positions
Per 1000 Resident Population and 1000 Daytime Population
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Fiscal Trends

Total Local Funding - Approved CIPs
City and Schools CIP Project Funding

137.4

118,
1035 971,/ 1305

89.0 . =
- — — 7"‘

,,,,,,,,,-,,,,, S
85.5 915 - = =

484

32.3
20.5

I I I I I I I I I I I I I I
FY93 FY94 FYO9 FYO9% FY97 FY98 FY99 FYO0 FYO1 FYO02 FYO3 FYO04 FYO5 FYO06
Fiscal Year (Amended) (Proposed)
Schools —m— City —m— Total CIP
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Fiscal Trends

FY 2006 - 2011

Capital Improvement Program
Programs by Share

Regional Contributions (1.19%)
Information Technology (6.44%)—\ /— Other Schools (13.18%)

\

Sewers (7.15%) */ N

btreets/Traffic Signals/DASH (6.34%)
—T.C. Williams (15.72%)

*\*Community Development (1.98%)
Other Public Buildings (6.09%) \\

er Public Buildings (6. —
g ’ ~—Other Recreation and Parks (10.47%)

—

Police Facility (14,93%)#"’ ——Chiniquapin Recreation Center (6.12%)
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FY 2007 Preliminary
EXpenditure\Qutlook

@ Preliminary farecast of current services
and policies baseline

€ Answers question:/What is needed to
maintain current services and policies?

e Meet uncontrollable cost increases

e Meet legal requirements
e Fulfill existing City Council policies

City Council Budget Retreat --
October 29; 2005




FY 2007 Preliminary
EXpenditure\Qutlook

® Adjustmentsin FY 2006

e Sworn Public Safety Officer Compensation
+$3.0 M

e Fuel and energy cost increases + $1.0 M
e Medical Costs for Jail Inmates +$0.25 M

e Sanitary sewer shift to a separate fund to
reflect new self-supporting nature of
program

-$2.8 M

City Council Budget Retreat --
October 29; 2005




FY 2007 Preliminary
EXpenditure\Qutlook

City Ops. | \ Transit Schools CIP Total

FY 2006* $272.5 M $125M | £ $138.8M| $45.6 M| $469.3 M

Adjustments
to Baseline

COLA if 3%

Merit Pay

VRS
Retirement
Charge

City Council Budget Retreat --
October 29; 2005




FY 2007 Preliminary
EXpenditure\Qutlook

Adjustments
to Baseline

City Ops.\| Transit

Schools

CIP

Health
Insurance

$2.4 M

$1.9 M

Fuel and
Energy

$1.5M

$0.7M

Existing
Contract Costs

$1.3 M

Reserve and
Special Ed.
Teachers

City Council Budget Retreat --

October 29; 2005




FY 200 /Preliminary
Expenditure Outlook

Adjustments
to Baseline

City Ops:

Transit Schools

CIP

Rent and
Facility
Maintenance

$1.2M

Grant Match
InCrease

Human Serv.

Rev. Max
Grant

Operating
Cost of CIP

City Council Budget Retreat --
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FY 2007 Preliminary
EXpenditure\Qutlook

Adjustments
to Baseline

City Ops. | Transit | Schools CIP

Vehicle and
Equip.

$0.5 M

METRO
DASH
Paratransit

Debt Service

Cash Capital

City Council Budget Retreat --
October 29; 2005




FY 2007 Preliminary
Expenditure Outlook

Adjustments | City Ops. | Transit | Schools CIP
to Baseline

Use of FY 06 -$10.2 M
Surplus

Other Misc.
Adjustments

Adjustments
One Time
EXp.

School
Financing
Changes

City Council Budget Retreat --
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FY 2007 Preliminary
EXpenditure\Qutlook

Adjustments
to Basgeline

City Ops.\| Transit | Schaools

CIP

Sanitary
Sewer (Self
Funded)

-$0.4 M

Total Adj. To
Baseline

$1.4 M

% Increase to
FY 2006
Adjusted
Budget

3.0%

City Council Budget Retreat --
October 29; 2005




FY 2007 Preliminary
EXpenditure\Qutlook

@ Uncertainties
e School enrollment
e Fuel and Energy Costs

e State and Federal Funding Availability for
City and Schools

e Health Insurance Costs
e VRS Retirement Charges
e Transit Subsidy Requirements

City Council Budget Retreat --
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FY 2007 Preliminary
EXpenditure\Qutlook

@ City Operating Discretionary Program
Increases
e Under review by City Manager

e May or may not be proposed to City
Councill

e Grouped by strategic plan objectives

City Council Budget Retreat --
October 29; 2005




FY 2007 Preliminary
EXpenditure\Qutlook

Discretionary
Program
Increases

City
Ops.

Transit Schools

CIP

Public Safety

$1.4 M

Transportation

$0.3 M

Unknown

Environment

$0.9M

Development
Redevelopment

$0.2 M

Caring
Community

$1.7 M

City Council Budget Retreat --
October 29; 2005




FY 2007 Preliminary
Expenditure Outlook

Discretionary
Program
Increases

City
Ops.

Transit

Schools

CIP

Efficiency,
Sustainability

$1.4 M

Education

CIP/Net
Increases

Efficiency
Savings/Other
Reductions

Use of Additional
FY 06 Surplus
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October 29; 2005




FY 200 7#Preliminary
Expenditure Outlook

Discretionary
Program
Increases

City
Ops.

Transit Schools

CIP

Total Disc. Prog.
Increases or
Decreases

$5.2 M

Unknown

% Increase to
FY 2006
Adjusted Budget

Unknown

Total $
Requested

$28.0 M

$1.5M $16.9 M

Total % Increase

10.3%

11.9% 12.2%
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Continuous
Improvement Process

@ |nternal focus designed to, accomplish
many things
e Seek efficiencies and savings

e Improve services and quality
e Improve timeliness
e Challenge the status quo

City Council Budget Retreat --
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{ Continuous lmprovement
Process

@ City-wide Administrative Process
Improvements

e 140 ideas suggestions under review to

iImprove City-wide administrative
processes and procedures

City Council Budget Retreat --
October 29; 2005




4 Continuelis Improvement
Process

@ Improvement, Teams

e Personnel Classification, Recruitment and
Selection

Personnel Training
Purchasing

~acilities Management
~leet Management

City Council Budget Retreat --
October 29; 2005




| Continuous Improvement
Process

@ Departmental Process Improvements

e Ideas that focus mainly on department-
specific iImprovements

e Suggested by Departments during FY
2007 budget submissions

e 60 Ideas/suggestions being followed up

City Council Budget Retreat --
October 29; 2005




| Continuous Improvement
Process

@ Department Efficiency/Best Practice
Studies

e Conduct third-party efficiency reviews of

selected City departments

e Establish appropriate management metrics
and benchmarks for every City department

City Council Budget Retreat --
October 29; 2005
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{ Continuous Improvement
" Process

@ Types of issues to be studied may include:
e Policies and procedures
e Organizational structure
e Staffing
e Workloads
e Budget Resources
e Outputs
e Service levels

@ T&ES and Fire will be first departments
studied

City Council Budget Retreat --
October 29; 2005
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8 Continuous ITmprovement
— Process

@ T&ES contract awarded\to Matrix
Consulting Group

e Scope to include Divisions of
Administration, Engineering, Construction

and Inspection, and Maintenance and
Operations

e Divisions of Transportation, Transit, and
Environmental Quality will not be studied at
this time

e Report to be completed in early 2006

City Council Budget Retreat --
October 29; 2005
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5 Continuous Improvement
Process

® Fire Department contract recently awarded to
Management Advisory Group

e Scope to include Fire Suppression, Fire
Administration, Emergency Medical . Services and
Fire Communication

e Code Enforcement and Emergency Management
will not be studied at this point

e Report to be completed in early 2006

City Council Budget Retreat --
October 29; 2005
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5 Continuous Improvement
| Process

e Second Fire Department.contract
previously awarded to/TriData Group

e To evaluate suitablility of locations of existing
fire stations

e To assess the physical condition of existing
Fire stations

e To determine the need for any additional
stations

e To Study the optimum departmental staffing
level to minimize overtime use

e Report to be completed in late 2005

City Council Budget Retreat --
October 29; 2005




i Continueuds Improvement
Process

@ QOther departments will be, studied

@/Plan to improve performance
measurement City-wide

e Development of key City-wide performance
measures

e Improvement of Departmental performance
measures

@ CMO Citizen Advisory Committee

City Council Budget Retreat --
October 29; 2005




Contingous Improvement
Process

® These continuous iImprovement efforts
may Yyield budget sayings in the short
term or in the long term

e To0 early to quantify many possible budget
savings

® These improvements also may yield
Improved services at no extra cost

City Council Budget Retreat --
October 29; 2005




Contingous Improvement
Process

@ 3pecific Expenditure Reductions Under
Review

e Departmental suggestions for $0.7 M in

specific savings under consideration by
City Manager

e Other saving proposals possible
e Still a work In progress

City Council Budget Retreat --
October 29; 2005
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Information for Setting
Budget Targets

Rate of Growth in Residential Real Estate Taxes (Existing Properties) Required
at Various Target Rates of Growth in Expenditures

® 11.5%

@ 10.0%
@® 9.0%

9 N0,

O U /0
® 7.0%
. 6.0%

® 2.0%

4.0% 6.0% 8.0% 10.0% 12.0%
Expenditure Target Growth Rate
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Information for Setting
Budget Targets

Scenario A B C D E G |
Full Full 10% 9.0% 8.0% 7.0% 6.0% 3.0%

Funding Funding RRE Tax Growth Tax RRE Tax RRE Tax Exp.

All Current Tax Growth Growth Growth Growth
Requests Services Growth

Growth in 9.7% 8.5% 7.6% 5.5%
Exp.%

Growth in 13.8% 11.5% 10.0% 6.0%
Ave! Res.
R.E: Taxes

RE/Tax Rate
Reduction

% of
Current
Services not
Funded

$ reduction

to Current
Services
required

$ available

for Disc.
Supps.
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Information for Setting
Budget Targets

® Possible Strategies
Postpone discretionary program increases
Reduce COLA
Set health insurance cost containment objective
Further diversify revenues
Freeze local funding for grant supported programs
Make targeted program/service level reductions
Reduce/Defer CIP expenditures
Issue more bonds for CIP expenditures
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Hypotheticalr-Reduction Options

Scenario

A
Full
Funding
All
Request
S

B

Full
Funding
Current

Services

C

10% RRE
Tax Growth

D)
9.0%
Tax Growth

E
8.0%
Tax Growth

=
7.0%

RRE Tax
Growth

(€]
6.0%
RRE Tax
Growth

H
5.0%
RRE Tax
Growth

Expenditure Growth
Target

9.7%

8.5%

5.5%

4.9%

Eliminate Disc. Prog.
Increases

City
Schools
CIP

Eliminate Planned
Increase in Cash Cap.

Reduce3% COLA

Other Op. Program
and/or CIP Reductions

Reduction required
from Requests

-$14.4 M

-$18.2 M

-$21.9 M
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@ Qctober

Buedget Process
Changes

4 Memo to Council Outlines

Changes

e [0 Buo
To Buc

0 Bug

get Documents
get Work Sessions
get Memos

'0 BFAAC Report
"0 Add-Delete Process

City Council Budget Retreat --
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Budget Process
Changes

@ FY 2007 Budget Schedule

e November 9 - Councll establishes budget
target levels for FY 2007

e January 31 — School Board finalizes
operating budget

e February 14 — City Manager submits
proposed Operating Budget and CIP

e Mid Feb to Mid March — Work sessions
with City Staff
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Budget Process
Changes

@ March 18 — Effective Tax Rate Public Hearing
@ |Late March — Budget Public Hearing

@ /Joint School Board/City Council Work
Session

® March 30 — BFAAC report delivered
® April 3 — BFAAC work session

@ April 17 — Preliminary Add-Delete Work
Session

@ April 24 — Budget and Tax Rate Adoption by
Councill

City Council Budget Retreat --
October 29; 2005




Conclusion

@ All estimates are preliminary\and subject to
change

e New revenue estimates will be issued with
proposed budget in February

e Cost to maintain current services will change
e CIP program under review

e All elements of budget still under review by City
Manager, School Superintendent and School
Board
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Conclusion

@ City Staff committed:
To provide a budget that meets targets

"0 Inform Council of impact of meeting
nose targets

To provide a “cafeteria menu” of options on
both the revenue and expenditure sides of
the budget
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